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KEY ECONOMIC INDICATORS: SAUDI ARABIA 


All values in US $million 
unless otherwise noted: 


Percent 
Exchange Rate: US$1.00=SR3.53 1975 Change 


INCOME, PRODUCTION, EMPLOYMENT 


GDP (current prices) 1/ 49,000* 

Non-oil GDP 11,500* 

Per Capita GDP ($1000) 2/ 8.5* 

Crude Oil Production (million ; 8.5 
bbl/day) 

Labor Force * (thousands) 1,800 


MONEY, BUDGET AND PRICES 


Money Supply (M2) 5,963* 
State Budget 3/ 31,426 
Investment Budget 21,086 
Actual Expenditures 25,000* 
Consumer Price Index (1963=100) 325* 


BALANCE OF PAYMENTS AND TRADE 


Official Gold and Foreign Ex- 14,285 23,319 27,025 
change Reserves 
Government Foreign Assets - 17,159 25,062 
Balance of Payments (current +22,395 +16,290 20,000* 
account) 
Exports F.O.B. 34,844 28,555 35,570 
Estimated U.S. Share (%) 5 4 13 
Imports, C.I.F. 4,128 7,444 11,000 
Estimated U.S. Share (%) 23 20 22 
Imports from U.S.:1976 value 
$2,774. Principal products: 
cars and trucks, aircraft; 
cereals and preparations; 
electric power equipment; 
construction and mining equip- 
ment; heating and cooling 
equipment. 


Notes and Explanation: 


Estimated. 

Corrected. 

GPD figures adjusted from Muslim fiscal year figures. 
Based on Unofficial population estimates. 

Muslim fiscal year figures. 


Sources: Saudi Arabian Monetary Authority; Ministry of 
Finance Central Department of Statistics; 
International Monetary Fund. 





SAUDI ARABIA 


SUMMARY 


The year 1976 was pivotal in the economic development 
of Saudi Arabia. Despite increasing oil revenues, a 
noticeable decline in economic activity took place in 
the second half of the year. Projects were postponed, 
reoriented, or cancelled as the Saudi government 
established priorities of fighting inflation, removing 
bottlenecks, and developing infrastructure. These ef- 
forts resulted in a remarkable improvement in the situ- 
ation at the ports, a trend toward stabilization in the 
prices of land, housing, consumer goods and motor 
vehicles, and a perceptible improvement in condition of 
roads, highways and public services. 


The pace of economic activity is expected to pick up 
again in late summer as new projects come 6n line 
following the release of a new budget in June 1977. 


Best prospects for American suppliers include construc- 
tion-related products and services, industrial goods, 

petrochemical and energy-related items, telecommunica- 
tion equipment, water resource products and technology, 


office equipment, medical equipment, and household 
furnishings. The limited Saudi consumer market is near 
saturation, making the potential for U.S. suppliers 
difficult in the face of Asian and European competition. 
However, U.S. businessmen will find that U.S. goods and 
services are held in high esteem here, giving them a 
sizeable edge against competitors. 


Doing business in Saudi Arabia is not easy. Persistence, 
patience and tact are indispensable, and sound business 
practices are as applicable in the Kingdom as in the 

U.S. 


Obstacles to U.S. trade and investment may be found in 
possible disagreements between the U.S. and Saudi Arabia 
on application of the Arab boycott of Israel, as well as 
in the implications of the recently passed tax legisla- 
tion affecting U.S. nationals overseas. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Saudi Arabia's economic prospects continue to be strong. 
Oil revenues totalled an estimated $35 billion, as oil 
production averaged 8.5 million barrels per day in 1976 
(an increase of nearly 20 percent over 1975 production). 
In the aftermath of the Saudi decision in December 1976 
to split with other OPEC members and increase prices by 
5 percent, liftings of crude have been stepped up. 
February 1977 production averaged an unprecedented 8.9 
million barrels per day and indications are that produc- 
tion may well exceed 10 million barrels per day through- 
out 1977. 


Saudi Arabia's immense oil reserves (170 billion barrels 
by conservative estimate, or a quarter of the world's 
currently known reserves) place it in the forefront of 
pricing policy within OPEC. No further price increase 
is expected this year, although a compromise may be 
struck with other OPEC nations in mid-year to increase 
Saudi crude prices by several percentage points in ex- 
change for a marginal increase or even decrease of 
others' prices. 


The Saudi government is currently beginning to sift 
priorities and lay the groundwork for a number of major 
projects. Principal among these is the establishment of 
large industrial complexes at Yenbo on the Red Sea, and 
Jubail on the Gulf. Jubail, the larger of the two, and 
the subject of continuing debate concerning its scope 
and timetable of development, will include a large 
petrochemical complex based on a major gas gathering 
network which is under construction. Construction of 
the major petrochemical facilities has been delayed 
although studies are continuing. Infrastructure improve- 
ment has taken precedence, with the commercial port 
construction well underway, road construction soon to 
begin, and a water desalination plant recently tendered. 


The backbone of the Yenbo complex will be an oil refinery 
and oil export facility connected by 48-inch pipeline to 
the oil fields in the Eastern Province. Work on the 
pipeline may begin in late 1977. Tenders have already 
been released for infrastructure development at Yenbo, 
although actual project work may not begin until 1980. 


The non-oil sector of the Saudi market is developing 
rapidly, although it remains small in comparison to 
energy-related industries (approximately 15% of GDP in 
1976). 





Non-oil sectors which are the subject of major develop- 
ment plans throughout the Kingdom include water desal- 
ination, military construction, hospital and school 
construction, and public housing. 


Last year's most important bottleneck--port congestion- 
has been eased in a remarkable turnaround. Empty berths 
at both Jidda and Dammam now contrast with the situation 
one year ago when delays of up to'8 months were reported 
at both locations. The use of containers, LSTs as 
lighters, and streamlined port management and procedures 
under the energetic leadership of the new Director of 
the General Ports Organization have resulted in a 
significant increase in throughput. Reduced shipments, 
related to the current economic pause, have also improved 
the situation. 


A major remaining short- and medium-term bottleneck to 
development is the lack of an adequate internal distrib- 
ution system. A few large Saudi trading firms control 
distribution to the hinterland, and shipments of stock 
items are irregular at best. In addition, warehousing 

is practically nonexistent, as land prices until recently 
have been too high to warrant construction of such 
facilities. The network of roads has been improved, 
although much remains to be enlarged and completed. 

There are few central marketing locations, the communic- 
ations network is primitive outside the central cities, 
and the trucking industry is not organized. All of the 
above require a great measure of coordination and manage- 
ment, two elements short in supply in the Kingdom. 


The thinness of Saudi manpower resources constitutes the 
single most important long-term bottleneck to development. 
While the major investment projects are energy and 
capital rather than labor-intensive,and Saudi plans for 
training the required technicians and managers are 
ambitious, the need for foreign laborers and managers 
will continue to increase over the coming few years. 
Contractors are expected to bring and provide housing 

and other facilities for their own labor force; starting 
in 1977 for major projects (over $100 million in value), 
any new company facilities are to be located outside of 
present urban areas to lessen their impact on the already 
overloaded public services. While entry visa formal- 
ities have been streamlined to ease labor imports, 





recruitment continues to be a problem for contractors - 
especially at the technical and managerial level - and 
Saudi price inflation has lessened the attractiveness 
of work here. There has been a small, but increasing 
number, of salary or living condition disputes with 
imported contract workers. 


Domestic price inflation, an item high on the list of 
priorities of the government, has begun to stabilize 

in a number of sectors as a result of the postponement 
of a number of government projects (notably desalina- 
tion, hospital construction, public housing), the turn- 
around in the port situation, the rate of private hous- 
ing construction, and the over-estimation of the size 

of the consumer market by Saudi merchants. The official 
price index indicates a 35 percent estimated annual 

rate of increase in 1976, although this figure masks 

the wide disparities in sectoral inflation rates. Labor 
costs have continued to rise, although housing costs 
have reportedly fallen marginally in both Jidda and 
Riyadh. Consumer outlets are currently over-inventoried 
as a result of the improvement in the ports and over- 
estimation of local demand. Serious oversupply has 
already hit the motor vehicle market, and dealers are 
refusing to allow incoming vehicle-carrying vessels from 
berthing since they have nowhere to store the cars. 


Saudi government measures, including price and profit 
margin controls on certain consumption goods and 
services, and basic foodstuff subsidies, have eased the 
effects of inflation on the lower income recipients. 
The Saudi government has recently directed its inflation 
fighting program at foreign, particularly Western, firms. 
Major tender bids for rural electrification and water 
supply networks were thrown out as Saudi officials 
cited excessively high prices by Western firms. The 
Saudis threatened to blacklist all the affected bidders 
from future projects in the Kingdom, although no 
concrete steps have been taken in this direction. The 
Saudis turned to Asian contractors to handle these 
particular projects, and warned Western firms that they 
will continue to do so unless Western firms lower their 
bids. There is, however, little evidence that these 
bids were inflated beyond what is necessary to cover 
the risk on a fixed price long-term contract in an 
inflation-ridden economy. Future actions along these 
lines by the Saudi government should be watched closely 
by U.S. firms interested in major projects in the 
Kingdom. 





Inflation, nonetheless, will undoubtedly reoccur as 
construction moves forward on major projects later in 
1977, and demand once again outstrips supply, partic- 
ularly in the labor market. However, we do not expect 
a recurrence of the doubling and tripling of prices 

of selected goods and services which 1975-76 witnessed. 


As these bottlenecks and dislocations of rapid develop- 
ment have emerged, disappeared, or reappeared in other 
manifestations, Saudi officials have continually 
emphasized the flexible nature of the current Five-Year 
Development Plan. While Saudi officials reiterate their 
complete adherence to the overall objectives of the Plan, 
priorities and programs are being re-evaluated and re- 
formulated on a continuing basis. 


The Saudi economy is currently experiencing a business 
lull which has afforded precious time for infrastructure 
development. Economic activity will pick up in the 
latter half of 1977, with the bulk of the new projects 
expected to be awarded to joint ventures, executed 
largely by foreign contractors. Private investment, 
however, is increasing rapidly as competition begins 

to separate the traders from the doers in the Saudi 
economy. Much of the private investment so far has been 
channeled into the traditional areas of commerce and 
residential or commercial construction, though an in- 
creasing number of investors - through the assistance 

of the government-owned Saudi industrial Development 
Fund - have sought approval for small industrial develop- 
ment projects. The prospects for these small scale 
projects by private industry in joint venture with a 
foreign partner, geared to the needs of the small but 
increasingly affluent local market, seem good. 


Most of the private, as well as public demand for consump- 
tion and investment goods will continue to be met by imports. 
The huge value of oil exports will, nonetheless, guarantee 

a continued balance of trade surplus for Saudi Arabia, 

and expanded Saudi investment abroad. 





PART B - IMPLICATIONS FOR THE UNITED STATES 


The political stability of Saudi Arabia and its basic 
policy stance in favor of the West and free enterprise, 
make it an attractive area for U.S. investment and a 
promising market for export of U.S. goods and services. 
The primary opportunity for U.S. firms in the next two 
to five years is in the major projects area via joint 
ventures or contracts with Saudi Government entities. 
Shell, Mobil, Dow, Grace, Exxon, and a variety of other 
major U.S. firms have already negotiated joint ventures 
in the industrial projects to be located in Jubail and 
Yenbo. The master plans for these two projects are 
being prepared by Bechtel and Ralph Parsons, respectively. 
These two companies also have the project management 
contracts for the new Riyadh and Jidda airports. Many 
other U.S. firms stand to profit greatly by way of sub- 
contracting on these and on projects undertaken by 
third country firms. Kellogg already has the contract 
to build the Mobil/Petromin lube oil plant near Jidda, 
and Fluor will undertake a massive east coast gas 
gathering project for Aramco. Equally large prospects 
are offered by the various public infrastructure projects 
in the Plan. U.S. firms are vying for large contracts 
involving design and construction of projects as varied 
as Riyadh University, a new Ministry of Foreign Affairs 
complex, and extensions of the automatic telephone 
system. The U.S. Corps of Engineers alone may well 
manage projects totalling more than $18 billion over 
the next ten years. 


U.S. investors who carefully survey the market and 
existing problems are also finding profitable areas ift 
which to begin joint ventures with private Saudis. 
Foremost McKesson, for example, has a joint venture 
with a Saudi firm on a 1000 gallon per day dairy. U.S. 
firms are proceeding cautiously, although Saudis are 
seeking joint ventures in a large number of fields, 
including road construction, well drilling, livestock 
raising, prefab housing, or small consumer goods 
factories (e.g., paints, doors, plastic products). 
Labor intensive projects should be avoided whenever 
possible. 





U.S. exports continue to hold their share of the Saudi 
market due to the reputation of excellence which U.S. 
products enjoy. An estimated twenty-two percent of 
Saudi imports originated from the U.S. in 1976 as 

the U.S. recorded a doubling of exports to the Kingdom 
over the 1975 figure. Saudi Arabia in 1977 will be 

the largest importer of U.S. goods in the Middle East 
(including Iran), with best prospects for sales in the 
fields of construction materials and equipment, petro- 
chemical and energy-related goods and services, capital 
equipment, water resource products and services, 
commercial and industrial, telecommunication equipment, 
household furnishings, office equipment, medical equip- 
ment and supplies, power production and transmission 
products, and luxury and leisure consumer goods. 


Consumer goods are currently in oversupply, and U.S. 
firms will find the competition stiff from European and 
Asian suppliers who flooded the market in the last two 
years with cheaper goods. The total size of both durable 
and non-durable consumer markets will remain small in an 
absolute sense, as the Saudi and foreign resident 
population does not currently exceed 7 million. 


Catalogs and company literature will not sell the product 
here as in the United States or Europe. Neither will a 


Single visit of three days. This market is best sold 

by perseverance. It is wide open, but U.S. firms should 
expect tough competition from European and Japanese 
companies. 


Relations between Saudi Arabia and the U.S. have been 
close for a number of years. A Joint Economic Commission 
was set up in 1974 to provide reimbursable technical 
assistance and facilitate private sector participation 

in Saudi development plans. The Five-Year Development 
Plan presumes participation by U.S. industry and access 
to U.S. supplies. Saudi Arabia does, however, support 
the Arab boycott of Israel. As part of the U.S. policy 
of opposing foreign boycotts of frtendly countries, U.S. 
law, in some cases requires and in others recommends that 
U.S. firms not support the boycott of Israel. An 
increasing number of U.S. firms are finding that it is 
possible to do business with Saudi Arabia using normal 
export and contract documentation, thereby avoiding use 
of negative certificates of origin or other boycott 
enforcement practices. A potential for disagreement 





over this issue still exists. A concerted effort by 
both sides will be needed to avoid problems which might 
adversely affect mutually beneficial economic relation- 
ships. 


An additional obstacle to U.S. participation in the 
economic development of Saudi Arabia may result from 
the recent changes in tax legislation as it affects 
U.S. citizens residing overseas. A cursory comparison 
of the costs of maintaining a U.S. worker in the Kingdom 
versus a European not subject to taxation from his home 
country yields as much as a 40 percent differential. 
This added cost of a U.S. worker could adversely affect 
the competitive position of U.S. firms vis-a-vis other 
foreign firms. In addition, U.S. consultants, key 
elements in determining the procurement policies of 
several ministries and government agencies, will find 
their services less attractive at the higher price. 
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